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1. Introduction and Background

1.1. Purpose of Study

The City of Chandler (City) retained Red Oak Consulting (Red Oak) to update the City’s
Water and Wastewater System Development Charges (SDCs). Traditionally, the City
updates SDCs every other year and a consultant performs a more comprehensive update
on intervening years.

In 2006, the City increased the single family water SDC by 37.60% from $3,085 to
$4,245 and the single family wastewater SDC by 25.19% from $3,025 to $3,787, upon
completion of Red Oak’s 2005 study.

In 2007, City staff updated the fees and increased the single family water SDC by
10.81% from $4,245 to $4,704 and the single family wastewater SDC by 3.04% from
$3,787 to $3,902.

1.2. Background

The City of Chandler has a population of approximately 247,800 as of July 1, 2007.
Growth of 2.34% is anticipated for the current fiscal year (FY) with growth declining as
the City approaches build-out. Residential build-out is anticipated to occur in FY 2024-
25 with a population of 286,300. Nonresidential build-out is anticipated to occur in FY
2039-40 with 112,752,650 square feet of development.

1.3. Reliance on City Provided Data

During the course of this project, the City provided Red Oak with financial reports and
projected water and wastewater growth related expenditures. Red Oak has reviewed the
data for reasonableness and general representation of cost and related activities. Red Oak
did not independently assess or verify the accuracy of such data. We have relied on this
data in the formulation of our findings and subsequent recommendations, as well as in the
preparation of this report. As is often the case, there will be differences between actual
and projected data, and these differences may be significant. Therefore, we take no
responsibility for the accuracy of data or projections provided by or prepared on behalf of
the City, nor does Red Oak have any responsibility for updating this report for events
occurring after the date of this report.
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Section 1
Introduction and Background

1.4. Acknowledgements

The successful completion of this study depended on the efforts of the City of Chandler
staff. In particular the Red Oak study team would like to thank Ms. Julie Buelt, Ms.
Helen Parker and Mr. Dave Siegel, Municipal Utilities Director for their support and

guidance throughout this study.
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2. Updated SDCs

2.1. Methodology

Properly designed SDCs should generate revenues sufficient to fund the planned growth-
related capital improvements and any associated borrowing costs over the intended study
period. In the case of Chandler the study period for this analysis is through the City’s
expected build-out. Due to the variability in development and resulting fee revenues,
each SDC fund must maintain a separate and adequate fund balance.

The City’s ability to fund the growth-related future capital improvements is illustrated in
the cash flow schedules prepared for each SDC area (see Appendix B). SDC revenues
are based on the City’s planned development and capital expenditures. Red Oak included
long-term borrowings and/or “loans” from the City’s Water Operating Fund and
Wastewater Operating Fund as necessary. Any borrowings made from the Operating
Funds are later repaid from SDCs. The borrowings and loans finance improvements
before sufficient SDC revenues are accumulated. In the event that there are insufficient
funds available in the Operating Fund in a given year, it may be necessary to issue bonds
for the SDC Fund or defer growth-related CIP.

Under the “cash flow” methodology a fee with a defined parameter is calculated in the
base year (FY 2008-09) and escalated in future years. In this study the inflation factor
applied to the water SDC in future years is 1.478%. The inflation factor applied to
wastewater SDCs in future years is 2.239%. The inflation factor is calculated in
combination with the base year fee in order to ensure that revenues from new
development are sufficient to recover all growth-related expenditures or costs. The
defined parameter referenced above is that the accrued SDC revenue is to be exhausted
when the build-out year is reached or the year when final debt service payments are
made, whichever is later.

The City intends to use SDC revenue to pay debt service on growth-related borrowings.
For this reason Red Oak includes interest on debt issued for growth-related projects in the
SDC calculation.

2.2. Calculated Fees

Red Oak used the “cash flow” approach to calculate to the water and wastewater SDCs.
The 2005 SDC study also used this approach.

Red Oak recommends maintaining the total water SDC at the present level of $4,704 per
equivalent residential unit (ERU). Red Oak further recommends increasing the water
system portion of the SDC and reducing the water resource portion by $714 per ERU.
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Section 2
Updated SDCs

The lower water resource fee will be sufficient to fund the projected water resource
capital projects through build-out.

The water system component of the SDC applies to all new development in the City. The
water resource portion only applies to new development in a Southern portion of the City.
Appendix E contains a map of this area.

Red Oak recommends increasing the total wastewater SDC from $3,902 to $6,100 per
ERU. The wastewater SDC is comprised of three components: sewer treatment,
trunkline and reclaimed water. The sewer treatment component increases from $2,281 to
$4,908. The trunkline component decreases from $285 to $155. The reclaimed water
component decreases from $1,336 to $1,037.

The fees for each component of the water and wastewater SDCs are based on the
projected future capital needs for the individual components. Using the wastewater SDC
as an example, the calculated wastewater SDC is $6,100, and is comprised of treatment,
trunkline and reclaimed water components. The projected growth-related trunkline CIP
through build-out represents 2.54% of the total growth-related wastewater CIP. The
trunkline SDC therefore represents 2.54% of the total wastewater SDC. The growth-
related reclaimed water CIP comprises 17.00% of the total growth-related wastewater
CIP and therefore is calculated at 17.00% of the total wastewater SDC. The balance of
the growth-related wastewater CIP is related to treatment and is reflected accordingly in
the treatment component of the wastewater SDC.

Table 2-1 shows the components of the single family residential water and wastewater
SDCs. Appendix A includes a complete listing of the City’s current and proposed utility
SDCs. Appendix B contains the cash flow projection for both the water and wastewater
SDC funds.
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Section 2
Updated SDCs

Table 2-1.
Projected Single Family Residential SDC
SDC Difference
Fee Current Proposed $ %
Water
System $3,959 $4,673 $714 18%
Resource 745 31 (714) (96%)
Total $4,704 $4,704 $0 0%
Wastewater
Treatment $2,281 $4,908 $2,627 115%
Trunkline 285 155 (130) (46%)
Reclaimed Water 1.336 1,037 (299) (22%)
Total $3,902 $6,100 $2,198 56%
: - REIDAK City of Chandler b
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3. Explanation of Fee Differences

3.1. Fee Calculations

There are two major components in determining or calculating SDCs. The first
component is the capital cost and the second component is the development to be served.
A change in either of the two components will result in a change in the calculated SDC.
For the 2007 update to Chandler’s utility SDCs both the capital cost component and
development component changed.

3.1.1. Growth-Related CIP

In last year’s staff update, water growth-related CIP (inflated dollars) for FY 2007-08
through build-out period was projected at $135,233,600; in the current update the CIP
projections (excluding encumbrances and carry forwards) for the same time period are
$135,351,834. It should be noted that there may have been projects that were completed
ahead of schedule and are no longer included in the CIP.

Whereas the water growth-related CIP increased slightly between the staff update and the
current study, the projected wastewater growth-related CIP increased more significantly.
In examining only the FY 2007-08 through build-out period the projected CIP (inflated
dollars) in the staff update was $103,847,100 and in the current study is $200,432,462.
The most significant increase was the addition of an $86.8 million water reclamation
facility expansion in FY 2011-12. As was the case for water, there may have been some
projects that were completed ahead of schedule and are no longer in the plan. There may
also be some projects that were delayed and are now shown in the FY 2007-08 through
build-out period. Table 3-1 compares the CIP cost changes for both the water and
wastewater funds.

Table 3-1.
CIP Comparison

Staff Update versus Current Study

Difference
Current Staff Update $ %
Water $135,351,834 $135,233,600 $118,234 0.1%
Wastewater 200,432,462 103,847,100 96,585,362 93%
. eet REMAK City of Chandler
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Section 3
Explanation of Differences

The water CIP projections increased by 0.1% while the wastewater CIP projections have
increased by 93%. Table 3-2 illustrates the most significant changes in the growth-
related CIP for water and wastewater for FY 2007-08 through build-out. Table 3-2 does
not represent all of the changes in CIP, but rather provides examples of the types of
change that occurred.

Table 3-2.
Growth-Related CIP

Staff Update versus Current Study

Project Staff
item Number Project Description Update Current Difference

Water

1 WAQ034  Well Construction $6,713,300  $15,413,919 $8,700,619

2 WAQ76  Transmission Mains 26,875,700 16,902,300  (9,973,400)

3 WA209 Water Treatment Plant Expansion 46,512,800 5,612,800 (41,000,000)

4 WA334 Joint Water Treatment Plant 54,269,400 95,932,100 41,662,700
Wastewater

5 WW022 Water Reclamation Facility Expansion $80,380,000 $169,165,000 $88,785,000

6 WW192 Effluent Reuse-Transmission Mains 6,695,600 13,730,000 7,034,400

Another capital cost-related factor for the increase in the wastewater fee is the $91.9
million in CIP in FY 2011-12. Because these costs are anticipated to occur in the near
future the City will not generate sufficient SDC revenues to “cash fund” the project. The
CIP expenditures in this one year result in the need for bond issues to fund the program.
It is anticipated that $80.0 million in bonds for wastewater will need to be issued. The
projected bond issues result in an additional $6.5 million in annual debt service for
wastewater that was not previously projected. Higher SDCs are required to pay the
additional debt service. The full CIP can be found in the City’s Infrastructure
Improvement Plan (IIP).

3.1.2. Development Projections

The second component which impacts the determination of SDCs is the development to
be served by growth-related capital. For the City of Chandler the unit of measurement
for development to be served by additional growth-related capital projects is stated in
equivalent residential units (ERUs). The number of ERUs that are projected in the
current study are higher than those contained in the 2006 staff update. For FY 2008-09
through build-out, the staff update projected 28,730 ERUs for water and 28,918 ERUs for
wastewater. The current study projects 39,902 ERUs for water, an increase of 11,172 or
39% and 40,166 for wastewater, an increase of 11,248 or 39%.
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Section 3
Explanation of Differences

As the City approaches build-out the projections of new development improve and
become more accurate. The adjustments to the number of ERUs to be served between the
previous staff update and the current study are a reflection of better and more recent data
and projections. Table 3-3 identifies the changes in projected development between the
staff update and the current study.

Table 3-3.
Projected Development Staff Update versus Current Study
Difference
Description Staff Update Current Number %
Population (1) 286,293 286,300 7 0%
Nonresidential Square Footage (2) 104,714,899 112,752,650 8,037,751 8%
Water ERUs (3) 28,730 39,902 11,172 39%
Wastewater ERUs (3) 28,918 40,166 11,248  39%

(1) Population at build-out
(2) Nonresidential square feet at build-out
(3) ERUs FY 2008-09 through build-out

There are two reasons for the changes in projected nonresidential developments and
therefore ERUs. The first is as previously discussed a better projection of planned
developments as the City becomes increasingly closer to build-out. The second factor
was a change in square foot/ERU ratio. In 2005, a square foot/ERU factor of 2,364 was
calculated by Red Oak. This factor was also used in the staff update. In 2007 this ratio is
calculated at 2,038. In order to arrive at the square foot/ERU figure, the total developed
nonresidential square footage in the base year was divided by the number of water meter
ERUs for the same base year. The number of nonresidential water meter ERUs (in the
base years of the Consultant studies) increased by 23% (21,737 to 26,804) between FY
2004-05 and FY 2007-08, but the nonresidential square footage increased by 5% during
the same period. The square footage per ERU factor therefore decreased between the
prior Red Oak update in 2005 and the current study. The ERU ratio is used to
approximate the number of ERUs for non-residential development.

By evaluating the number of ERUs associated with currently developed nonresidential
square footage, it is then possible to project the number of future nonresidential ERUs.
By dividing the projected nonresidential square footage development in each year by the
calculated ratio, an estimation of the number of nonresidential ERUs to come on line
each year is projected. The result of the higher square footage projection at build-out and
lower square footage per ERU factor resulted in a higher number of ERUs to be served
than in the prior study. Appendix C contains the projected ERU development plan.

. eet REIMAK City of Chandler ﬂ 23

L% 2007 Utility SDC Update
o CONSULTING  Georsnz




Section 3
Explanation of Differences

3.1.3. Net Result of Differences

Water growth-related capital projects increased by 0.1% between the staff update and the
current study, and the projected number of ERUs to be served increased 39% during the
same timeframe. As a result of these changes the water SDC in total remains unchanged,
but the escalation factor for the water SDC in the future decreases from 3.098% to
1.478%.

The wastewater growth-related CIP increased by 93% between the staff update and the
current study, while the ERUs to be served increased by 39% during the same period.
Based on the capital cost increases alone, the proposed wastewater SDC increase from
$3,902 to $6,100 (a 56% increase) would have been even higher if the projections of
ERUs had not increased. The wastewater SDC is proposed to increase at an annual rate
0f2.239%, as opposed to the prior study rate of 3.112%.

. eet REIMAK City of Chandler 0
-, %% CONSULTING ggg;sﬂtz““y SDC Update 3-4

A DIVISION OF MALCOLM PIRNIE




4. SDC Survey Results

4.1. Survey Results

As part of the study Red Oak compared the proposed SDCs for the City of Chandler to
the fees in surrounding communities. Survey results are intended only to compare the
City’s SDCs or cost of serving growth or new demand to similar fees assessed in the
indicated communities. There can be any number of reasons why the City’s SDCs are
higher or lower than those indicated in the survey. These reasons may relate to conscious
decisions made by these communities regarding how growth-related costs are defined, the

degree to which “full cost” fees are adopted, e.g., a given community may adopt less than
100% of the full cost fee, etc.

Chandler’s combined water and wastewater SDCs for a single-family development with a
1-inch meter (standard for a single family residential development) are currently $8,606
and are projected to increase to $10,804. The standard meter size for a single-family
development in other communities is a 3/4-inch meter. Figure 4-1 compares the
combined water and wastewater SDCs for a single family residential development with a
1-inch meter. While the survey average of $9,673 is lower than Chandler’s projected fee,
the City’s fee would still be lower than the fees currently in effect in Glendale, Goodyear,
Gilbert and Surprise. Survey results for a %-inch meter can be found in Appendix D.

Chandler’s combined charges for water and wastewater for the multi-family class is
projected to be $4,509, a decrease from the current combined fee of $4,702. This is
below the survey average of $5,786.

At $86,637 the proposed water and wastewater SDC fees for a commercial development
with a 2-inch meter in Chandler would be the second highest of the surveyed
communities. The highest fee is for Scottsdale at $139,339. Appendix D contains the
complete survey results.
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Section 4
SDC Survey Results

Figure 4-1:
Single Family Residential Combined Water and Wastewater SDC Comparison

(1-inch meter)
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Appendix A:
Current Versus Proposed Utility SDCs
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City of Chandler

System Development Charges

Water System:
Single-family (per dwelling unit)
Multi-family (per dwelling unit)
5/8 x 3/4 Disc Meter
3/4 Disc Meter
1-0 Disc Meter
1 1/2 Disc Meter
2-0 Disc Meter
3-0 Compound Meter
4-0 Compound Meter
6-0 Compound Meter
8-0 Compound Meter
2-0 Turbine Meter
3-0 Turbine Meter
6-0 Turbine Meter
8-0 Turbine Meter

Water Resource:
Single-family (per dwelling unit)
Multi-family (per dwelling unit)
5/8 x 3/4 Disc Meter
3/4 Disc Meter
1-0 Disc Meter
1 1/2 Disc Meter
2-0 Disc Meter
2-0 Turbine Meter

| Current Proposed |
$3,959.00 $4,673.00
1,998.00 1,705.00
3,959.00 4,673.00
5,939.00 7,010.00
9,898.00 11,684.00
19,795.00 23,367.00
31,672.00 37,387.00
63,343.00 74,775.00
98,973.00 116,836.00
197,946.00 233,671.00
316,712.00 373,874.00
31,672.00 37,387.00
69,282.00 81,785.00
247,431.00 292,089.00
356,301.00 420,608.00
$745.00 $31.00
407.00 12.00
951.00 39.00
1,455.00 60.00
2,320.00 99.00
6,254.00 231.00
10,717.00 450.00
14,254.00 450.00

Larger than 2-inch seperately determined based on estimated individual water use.

Wastewater Trunkline:
Single-family (per dwelling unit)
Multi-family (per dwelling unit)
5/8 x 3/4 Disc Meter
3/4 Disc Meter
1-0 Disc Meter
1 1/2 Disc Meter
2-0 Disc Meter
3-0 Compound Meter
4-0 Compound Meter
6-0 Compound Meter
8-0 Compound Meter
2-0 Turbine Meter
3-0 Turbine Meter
6-0 Turbine Meter
8-0 Turbine Meter

$285.00
167.00
285.00
427.00
711.00
1,422.00
2,275.00
4,549.00
7,107.00
14,214.00
22,743.00
2,275.00
4,975.00
17,768.00
25,586.00

$155.00
71.00
155.00
233.00
388.00
776.00
1,242.00
2,483.00
3,880.00
7,761.00
12,417.00
1,242.00
2,716.00
9,701.00
13,970.00
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Wastewater Treatment:

City of Chandler
System Development Charges

Single-family (per dwelling unit)
Multi-family (per dwelling unit)
5/8 x 3/4 Disc Meter

3/4 Disc Meter

1-0 Disc Meter

1 1/2 Disc Meter

2-0 Disc Meter

3-0 Compound Meter

4-0 Compound Meter

6-0 Compound Meter

8-0 Compound Meter

2-0 Turbine Meter

3-0 Turbine Meter

6-0 Turbine Meter

8-0 Turbine Meter

Reclaimed Water:

Single-family (per dwelling unit)
Multi-family (per dwelling unit)
5/8 x 3/4 Disc Meter

3/4 Disc Meter

1-0 Disc Meter

1 1/2 Disc Meter

2-0 Disc Meter

3-0 Compound Meter

4-0 Compound Meter

6-0 Compound Meter

8-0 Compound Meter

2-0 Turbine Meter

3-0 Turbine Meter

6-0 Turbine Meter

8-0 Turbine Meter

Total Utility SDC

Single-family (per dwelling unit)
Multi-family (per dwelling unit)
5/8 x 3/4 Disc Meter

3/4 Disc Meter

1-0 Disc Meter

1 1/2 Disc Meter

2-0 Disc Meter

2-0 Turbine Meter

| Current [ Proposed |
$2,281.00 $4,908.00
1,343.00 2,246.00
2,281.00 4,908.00
3,420.00 7,361.00
5,701.00 12,269.00
11,401.00 24,538.00
18,241.00 39,260.00
36,482.00 78,621.00
57,002.00 122,689.00
114,004.00 245,377.00
182,406.00 392,603.00
18,241.00 39,260.00
39,902.00 85,882.00
142,505.00 306,721.00
205,206.00 441,679.00
$1,336.00 $1,037.00
787.00 475.00
1,336.00 1,037.00
2,005.00 1,5656.00
3,341.00 2,593.00
6,680.00 5,186.00
10,688.00 8,298.00
21,375.00 16,596.00
33,398.00 25,931.00
66,796.00 51,862.00
106,873.00 82,979.00
10,688.00 8,298.00
23,379.00 18,152.00
83,495.00 64,827.00
120,232.00 93,352.00
$8,606.00 $10,804.00
4,702.00 4,509.00
8,812.00 10,812.00
13,246.00 16,220.00
21,971.00 27,033.00
45,552.00 54,098.00
73,593.00 86,637.00
77,130.00 86,637.00

Larger than 2-inch seperately determined based on estimated individual water use.
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Appendix E:
Water Resource SDC Area Map
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